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Demographics, global economics and financial markets have
changed in the 27 years since BlackRock pioneered the target
date fund. It should be no surprise that active management has
changed as well.
Phil Green, who manages LifePath® Dynamic, and his Global Tactical Asset
Allocation team are at the leading edge of what he calls “the new active.”
He talked to us about how his team seeks alpha and its potential role in
enhancing target date fund returns.

Philip Green
Managing Director, Head of Global
Tactical Asset Allocation

LifePath offers a variety of implementation options, with the same
strategic glidepath. Can you help us understand how that works?
The strategic glidepath is based on human capital and spending research,
lifecycle investment models, BlackRock’s market expectations and robust
optimization algorithms. This valuable intellectual property is the foundation
for each LifePath fund as well as customized target date funds. These funds
are invested mainly in U.S. and global stocks early on, shifting to more
conservative investments, such as bonds, as investors get closer to retirement.
LifePath Index seeks to capture the strategic glidepath as efficiently as
possible. It also establishes the strategic benchmark LifePath Dynamic aims to
outperform. LifePath Dynamic is for someone interested in active management
and is looking for additional outperformance. We’ll get into how in a minute,
but that’s how we define success: have higher returns, and better risk-adjusted
returns, than LifePath Index.
How do you try to achieve that? What’s in the toolbox?
We use a mix of traditional beta exposures through inexpensive index funds,
true alpha strategies sourced from BlackRock active managers, and smart
beta and factor strategies sourced from BlackRock’s factors team. What
differentiates LifePath Dynamic is our proprietary construction process.
We allocate between them based on what we believe will maximize the
probability of success at a given time.
We can also move plus or minus 10% around the equity weighting at any point
on the strategic glidepath. This allows for greater flexibility, while respecting
the longer term strategic objective of LifePath. Our approach to asset
allocation is opportunistic, meaning we will only tilt the portfolio if we think
there is a good chance we will make money. For example, we might modestly
tilt the portfolio to equities or bonds or a specific country or region if our
analysis determines they are attractive investments over the next 3-12 months.

Our approach to
asset allocation
is opportunistic,
meaning we will only
tilt the portfolio if
we think there is a
good chance we will
make money.
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Let’s talk about active management. How have target
date funds typically incorporated active management?
Most target date funds anchor to their glidepath weight.
So if the glidepath has 40% of its equity weight in large
cap U.S. stocks, for example, then the target date fund will
allocate 40% of its assets to active U.S. large cap funds.
The same process happens for U.S. bonds, international
equities and the other components of the glidepath.
The result is a portfolio heavily weighted towards active
strategies that tend to be the asset classes that are the
hardest to generate alpha. There is a better approach as
we will discuss.
What’s different about the new active management
approach for LifePath Dynamic?
When we say “new,” we mean three key insights. The first is
alpha-beta separation, which means searching for alpha
strategies independent of the asset class weights in the
glidepath. The second is differentiating between true
alpha and factor exposures, and having a diversified set
of active risk exposures at the portfolio level. The third is
employing a proprietary process for active risk budgeting.
Let’s start with the first. What is alpha-beta
separation?
The first aspect of alpha-beta separation is that we look
for alpha opportunities globally, not just in the asset
classes within the glidepath. So let’s say we’ve identified
an attractive alpha opportunity in foreign bonds. There is
no foreign bond allocation in the glidepath, but we’re able
to buy it as an alpha opportunity separate from the beta
in glidepath weights.
Another example is allocating capital to active asset class
strategies at different weights than the glidepath. For
example, let’s say the small cap weight in the glidepath
is 2%. But we have identified a very attractive true alpha
small cap strategy at BlackRock and we’ve allocated
10% of the capital. What do we do about the extra 8%
exposure? Do we just leave it in the portfolio? The answer
is a definite, “No.” What we will do is hedge the extra 8% of
small cap exposure with Russell 2000 futures to get the
small cap exposure back to 2% and isolate the alpha
exposure. What’s important to understand is that we aren’t
allocating 10% of the capital because we have a view on
small cap, we’re doing it because we have a view on that
manager’s skill.

We look for alpha opportunities
globally, not just in the asset
classes within the glidepath.
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We aren’t allocating 10% of the
capital because we have a view on
small cap, we’re doing it because we
have a view on that manager’s skill.
Is the hedging strategy also intended to deliver return?
No. It’s just to hedge away the beta. All we want is
the alpha.
What’s the process for the second key insight, which is
diversifying factor exposure on a portfolio level?
We avoid concentrated factor exposures by making sure
we use true alpha strategies, meaning they don’t contain
a lot of factor risk. Many active strategies take a lot of
concentrated factor risks. Their managers begin by
screening thousands of stocks for certain characteristics,
like success, to whittle down the universe to maybe fifty
or so stocks. Whether success is defined as price success
or earnings success or something else, the fifty stocks
that pass the screen will correlate to the momentum
factor. We only want to invest in true alpha strategies
that we believe are independent of factor or market cycles
and we don’t want to pay active fees for returns driven by
factor exposure.
This rigorous approach to understanding how an
underlying manager generates excess return, allows for
less factor exposure overlap when bringing together a
group of active strategies.
Now for the third insight. What do you mean by
risk budgeting?
Risk budgeting is how we determine our allocations to
beta, factor and pure alpha strategies to maximize our
probability of success in creating a more consistent
overall active return stream. There are a number of
elements that come into play, including our alpha targets,
the confidence we have in the pure alpha strategies we’ve
identified and our return and risk assumptions. Once we
determine how much risk we want to take through pure
alpha strategies, we decide how we want to “budget”
that risk.
We ask: how confident are we in our pure alpha security
selection strategies? How confident are we in our pure
alpha asset allocation strategies? What are our risk and
return assumptions for each? How well are the strategies
expected to diversify each other across different market
environments? So we’ll spend the risk budget across the
combination of strategies we believe will help us meet our
risk-adjusted return target.
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Can you talk about how you identify strategies you
may want to allocate to?
Let’s use BlackRock’s Systematic Active Equity (SAE)
team as an example. They are very in tune to factor
exposures. They know that if they are going to be
successful, they need to beat their benchmark in a way
that a normal person like you and I can’t do through
smart beta factor funds. They know they need to build a
process and build a portfolio where their outperformance
is uncorrelated with factor performance.

active asset allocation decisions, our time frame is
shorter, typically between three months and one year.
When we invest in pure alpha security selection strategies
and diversified factor funds, our horizon is a bit longer,
two or three years. For the most part, we haven’t found
that skill in security selection changes much in a year or
two. Still, things change. A manager or a team may leave,
or the rest of the market may catch on and their edge
becomes commoditized. Or we simply find an opportunity
we like better.

For example, the SAE team doesn’t use screens in the
traditional sense of twenty years ago. They use what they
call signals. They are constantly searching the universe
of data for signals that others haven’t seen to help them
get to an edge on the market. They ask themselves, “Is
the signal just momentum or value or some other smart
beta factor exposure in disguise? Can the signal lead
to true alpha?” Those managers who employ a rigorous
and cutting-edge investment process and who can
generate true alpha are the ones we want to bring into
LifePath Dynamic.

Can you bring it all together for us? Who should
consider LifePath Dynamic?
LifePath Dynamic is for someone who believes in active
management and is interested in a target date fund that
is going to pursue tactical opportunities to provide a
different risk return profile than the macro factors in
LifePath Index.

Do you have time horizons in mind when you
make investment decisions?
The strategic glidepath captures BlackRock’s
long-term capital expectations. When we make

Our process is deliberate. We believe in making
opportunistic and diversified investment decisions to
achieve our return target, and that we take action only
when we believe we have a high probability of success.
I believe that the more familiar someone is with our
process and the new active management, the more
convinced they will be that we can achieve our objective.

LifePath Dynamic is for someone who believes in active management and is
interested in a target date fund that is going to pursue tactical opportunities to
provide a different risk return profile than the macro factors in LifePath Index.

Contact your BlackRock relationship manager to learn more about our target date fund strategies.
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Want to know more?
blackrockdc@blackrock.com
The LifePath® Funds may be offered as mutual funds. You should consider the investment objectives, risks, charges and
expenses of each fund carefully before investing. The prospectuses and, if available, the summary prospectuses contain
this and other information about the funds, and are available, along with information on other BlackRock funds, by
calling 800-882-0052 or from your financial professional. The prospectuses and, if available, the summary prospectuses
should be read carefully before investing.
This presentation does not constitute a recommendation by BlackRock, or an offer to sell, or a solicitation of any offer to buy or sell any securities, product or service. The information is not
intended to provide investment advice. BlackRock does not guarantee the suitability or potential value of any particular investment.
Investing involves risk, including possible loss of principal .The target date in the name of the Fund is the approximate date when an investor plans to start withdrawing money. The principal
value of the Fund is not guaranteed at any time, including at the target date. Stock and bond values fluctuate in price so the value of your investment can go down depending upon
market conditions. International investing involves risks, including risks related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due
to adverse political, economic or other developments. These risks are often heightened for investments in emerging/developing markets or smaller capital markets. The two main risks related
to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the
possibility that the issuer of the bond will not be able to make principal and interest payments. Asset allocation strategies do not assure profit and do not protect against loss. Nondiversification of investments means that more assets are potentially invested in fewer securities than if investments were diversified. Therefore, risk is increased because each investment
has a greater effect on performance. Investing in derivatives entails specific risks relating to liquidity, leverage and credit that may reduce returns and/or increase volatility.
The Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”).
This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any
investment strategy. The opinions expressed may change as subsequent conditions vary.
FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY.
© 2020 BlackRock, Inc. All Rights Reserved. BLACKROCK and LIFEPATH are trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other marks are the
property of their respective owners.
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